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Actuary 
 
The Actuary is hired by, and responsible to, the Board of Trustees. However, the Board of Trustees does 
not have direct control over the work of the Actuary, because the studies do not involve any discretion but 
rather are based on the “facts” of the Plan and standard actuarial procedures. 
 
Main Responsibilities 
 

• Measures and evaluates the actuarial soundness of the Plan on an annual basis. 
• Provides actuarial values for the asset/liability study. 
• Performs actuarial studies as requested by the Board of Trustees. 
• Reviews proposed legislation and provides estimates of the cost impact of the proposed legislation. 
• Performs actuarial evaluations to determine the annual State and county contributions to fund the 

ERS. 
 
 
Legal Counsel 
 
The Attorney General of the State of Hawai‘i (“State Attorney General”) serves as the legal adviser to the 
Board of Trustees. 
 
 
Bank Custodian 
 
The Custodian is hired by, and responsible to, the Board of Trustees. 
 
Main Responsibilities 
 

• Provides a monthly reconciliation of ERS assets between the bank’s records and each investment 
manager’s statement. 

• Provides safekeeping and custody of all securities purchased by managers on behalf of the Plan. 
• Provides for timely settlement of securities transactions. 
• Maintains short-term investment vehicles for investment of cash not invested by managers. 
• Checks all investment manager accounts daily to make sure that all available cash is invested. 
• Collects interest, dividend and principal payments on a timely basis. 
• Processes corporate actions. 
• Files and monitors class action settlements on behalf of ERS. 
• Prices all securities at least on a monthly basis, preferably on a daily basis contingent on strategic 

class and types of securities. 
• Manages a securities lending program. 
• Generally provides data and reports directly to the ERS and service providers on a regular basis. 
• Provides monthly, quarterly and annual reports. 
• Values and monitors derivatives and the trades from which they emanate. 
• Provides continuing education programs for the Board of Trustees and Investment Staff. 
• Provides a daily compliance report to Investment Staff for ERS public markets managers. 



EMPLOYEES’ RETIREMENT SYSTEM OF THE STATE OF HAWAII  -  INVESTMENT POLICY, GUIDELINES, AND PROCEDURES     

 

SECTION D  APPENDIX 5.PRIVATE EQUITY.2.C.1 (REVISED 5/15/18) PAGE  |  52 
 

2. Implementation of Private Equity Program 
 

A. Annual Strategic Plan 
 

1. Annually, the Private Equity Consultant and Specialty Managers (if applicable), in 
conjunction with Investment Staff, will prepare a Strategic Plan which reviews the 
current status of the portfolio, recent historical and prospective market conditions, and 
proposes the actions to be taken over the next approximately twelve month period. This 
document will recommend general capital allocations to each investment strategy and 
the rationale and expectations for inclusion 

2. The annual Strategic Plan will then be presented to the Board of Trustees for approval 
 
B. Investment Approval Process 

 
The following steps shall be followed in order for the ERS to commit to any prospective 
private equity investment opportunity: 

 
1. Private Equity Consultant sources and performs comprehensive due diligence on 

attractive investment opportunities consistent with criteria set forth in the annual 
Strategic Plan 

2. If, as a fiduciary of the ERS, the Private Equity Consultant determines that the 
investment merits a commitment from the ERS, the Private Equity Consultant will take 
the following steps: 

• Discuss with Investment Staff the key findings during due diligence, including 
investment merits, risks and key conclusions 

• Follow-up with Investment Staff on additional requests for information based 
on this discussion and complete an Investment Disclosure Form 

• In conjunction with the ERS’s legal review process, facilitate legal negotiation 
and closing into the investment opportunity 

3. The Board of Trustees shall be notified in the event of a disagreement between 
Investment Staff and the Private Equity Consultant on an investment recommendation 

4. The Specialty Manager (if applicable) will be expected to operate on a discretionary 
basis 

• The Specialty Manager is to operate under the oversight of and provide regular 
updates to the Board of Trustees, Staff and the Private Equity Consultant 

 
C. Monitoring and Reporting 

 
1. Reporting System 

 
There shall be a quarterly reporting and monitoring system for the entire portfolio by 
the Private Equity Consultant.  The monitoring shall include asset/risk allocation and 
portfolio performance in sufficient detail to identify situations of underperformance, 
diversification deficiencies and conflicts of interest.  Due to the large number of funds, 
the ERS investment staff will employ a sampling methodology to verify that the Private 
Equity Consultant is adequately executing the monitoring program and detecting major 
performance issues within the private equity portfolio.   

 
2. Performance Measurement 

 
The Private Equity Consultant and Specialty Manager(s) will provide cash flow, 
valuation, and any other requested information to Investment Staff and the Private 
Equity Consultant quarterly, and the ERS’s custodian bank (“custodian”) on a monthly 
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	Aggressive Growth – Managers who invest in growth securities with significantly higher risk/return expectations than the broader market.  Sometimes make concentrated “bets” by selecting a small number of securities or by investing in only a few specif...
	Contrarian – Managers who invest in stocks that are out of favor or which have little current market interest,  on the premise that gain will be realized when they return to favor.  Sometimes makes concentrated “bets” by selecting a small number of se...
	Core – Managers whose portfolio holdings and characteristics are similar to that of the broader market as represented by the Standard & Poor’s 500 Index,  with the objective of adding value over and above the index,  typically from sector or issue sel...
	Large Cap Growth – Managers who invest mainly in large companies that are expected to have above average prospects for long-term growth in earnings and profitability.  Future growth prospects take precedence over valuation levels in the stock selectio...
	Large Cap Value – Managers who invest in predominantly large capitalization companies believed to be currently undervalued in the general market.  The companies are expected to have a near-term earnings rebound and eventual realization of expected val...
	Middle Capitalization – Managers who invest primarily in mid-range companies with market capitalizations between core equity companies and small capitalization companies.  The average market capitalization is approximately $3 billion.  Invests in secu...
	Middle Capitalization (Growth) – Managers who invest primarily in mid-range companies that are expected to have above average prospects for long-term growth in earnings and profitability.  Future growth prospects take precedence over valuation levels ...
	Middle Capitalization (Value) – Managers who invest primarily in mid-range companies believed to be currently undervalued in the general market.  Valuation issues take precedence over near term earnings prospects in the stock selection process.  The a...
	Sector Rotation – Managers who identify sectors of the economy that show the best potential for investment,  and then target markets and firms for investment within the selected sectors according to fundamental investment criteria.  Sector weighting t...
	Small Capitalization – Managers who invest in companies with relatively small capitalization.  The average market capitalization is approximately $400 million.  The companies typically have zero dividends or dividend yields below the broader market.  ...
	Small Capitalization (Growth) – Managers who invest mainly in small companies that are expected to have above average prospects for long-term growth in earnings and profitability.  Future growth prospects take precedence over valuation levels in the s...
	Small Capitalization (Value) – Managers who invest in small capitalization companies that are believed to be currently undervalued in the general market.  Valuation issues take precedence over near term earnings prospects in the stock selection proces...
	Yield – Managers whose primary objective is a high current dividend yield.  Invests in companies with Price-to-Book values  and Growth-in-Earnings values below the broader market.  Invests in securities with dividend yields above the broader market.  ...

	Fixed-Income Management Style Groups
	Mortgage – Managers who invest primarily in mortgage-backed securities including agency (FHLMC, GNMA, FNMA) and private issue pass-throughs,  asset-backed securities,  and mortgage derivatives (REMICS/CMOs,  IOs,  POs).  Funds may also contain a small...
	Active Cash – Managers whose objective is to achieve a maximum return on short-term financial instruments through active management.  The average portfolio duration is typically less than one year.
	Active Duration – Managers who aggressively employ interest rate anticipation in setting portfolio duration.  Portfolios are actively managed so that large changes in duration are made in anticipation of interest rate in hopes of profiting from downwa...
	Convertible Bond – Managers who invest in convertible bonds.  Convertible bonds offer the downside floor price of a “straight” bond while potentially allowing the holder to share in price appreciation of the underlying common stock. This conversion fe...
	Core Bond – Managers who construct portfolios to approximate the investment results of the Barclays Capital Government/Corporate Bond Index or the Barclays Capital Aggregate Bond Index with a modest amount of variability in duration around the index. ...
	Core Plus – Active managers, benchmarked against the broad market (i.e. Barclays Capital Aggregate Index), whose objective is to  add value by tactically allocating significant portions of their portfolios among non-benchmark sectors (e.g. high yield ...
	Defensive – Managers whose objective is to minimize interest rate risk by investing predominantly in short to intermediate term securities.  The average portfolio duration and risk/return profile is similar to that of the Merrill Lynch 1-3 Year Bond I...
	Extended Maturity – Managers whose average portfolio duration is significantly greater than that of the Barclays Capital Government/Corporate Bond Index.  These portfolios exhibit risk/return characteristics similar to the long-bond portion of the Bar...
	High Yield – Managers whose investment objective is to obtain high current income by investing primarily in non-investment grade fixed-income securities.  Due to the increased level of default risk,  security selection focuses on credit-risk analysis.
	Intermediate – Managers whose objective is to lower interest rate risk while maintaining reasonable yield levels by investing primarily in intermediate term securities.  The average portfolio duration and risk/return profile is similar to that of the ...
	Money Market – Open-end mutual funds that invest in low-risk,  highly liquid,  short-term financial instruments and whose net asset value is kept stable at 1$ per share.  The average portfolio maturity is 30 to 60 days.

	International Equity Management Style Groups
	Developed Markets – Managers who invest predominantly in well developed markets (i.e. G-20 nations) in the regions of Europe, Australia, the Far East, and Canada.  The objective of adding value over and above the index is achieved through stock select...
	Emerging Markets –Managers whose well-diversified portfolio holdings are mostly large holdings in emerging countries, as characterized by the countries within the MSCI Emerging Markets Free Index.  The objective of adding value over and above the MSCI...
	Bottom Up/Stock Selection – Managers who primarily emphasize stock selection in their portfolio construction.  The country weighting process is mainly a by-product of the stock selection decision,  or can be passively set according to the index countr...
	Core – Managers whose well-diversified portfolio holdings are mostly large issues in developed countries with liquid markets,  resulting in characteristics similar to that of an index such as the Morgan Stanley Capital International(MSCI) EAFE Index. ...
	Europe – Managers who invest predominantly in the well developed stock markets of Europe.  These products will exhibit risk/return profiles similar to the MSCI Europe Index.
	Japan – Managers who invest predominantly in the equity of companies in Japan.
	Pacific Basin – Managers who invest predominantly in Pacific Basin equities.  Countries include  Japan,  Hong Kong,  Singapore,  Malaysia,  Australia,  and New Zealand.  These products will exhibit risk/return profiles similar to the MSCI Pacific Index.
	Pacific Rim – Managers who invest predominantly in Pacific Basin equities excluding Japan.  Countries include Hong Kong,  Singapore,  Malaysia,  Australia,  and New Zealand.  These products will exhibit risk/return profiles similar to the MSCI Pacific...
	Small Capitalization – Managers who invest in international companies with relatively small capitalization.  The companies typically have zero dividends or dividend yields below the broader market.  The securities exhibit greater volatility than the b...
	Top Down/Country Allocator – Managers who attempt to add value over an index such as the Morgan Stanley Capital International (MSCI) EAFE Index by emphasizing macroeconomic analysis in selecting allocations in countries with above average gain prospec...

	Global Equity Management Style Groups
	Active Global Equity – Managers who invest in both foreign and domestic equity securities in varying proportions. These products will exhibit risk/return profiles similar to the MSCI World Index.
	Passive Global Equity – Managers who seek to replicate the performance and characteristics of the MSCI All Country World Index.

	International Fixed-Income Management Style Groups
	Global Fixed-Income – Managers who invest in both foreign and domestic fixed-income securities.  These funds seek to take advantage of international currency and interest rate movements,  differing bond yields,  and/or international diversification.
	Non-U.S. Fixed-Income – Managers who generally invest their assets only in non-U.S. fixed-income securities.  These funds seek to take advantage of international currency and interest rate movements,  bond yields,  and/or international diversification.

	Other Management Style Groups
	CAI Total Real Estate Funds – This is not officially a style group. Rather it consists of 150 open and closed-end commingled funds managed by real estate firms.
	Appendix D
	Glossary Of Investment Terms
	Accrual Basis Accounting – As opposed to cash basis accounting, this values assets based upon accrued changes in values, not actual cash flows. For example, dividends are included in the portfolio value (i.e. accrued) as of the ex-dividend date, rathe...
	Active Management – A form of investment management which involves buying and selling financial assets with the objective of earning positive risk-adjusted returns.
	Alternative Investments – These generally refer to institutional blind pool limited partnerships/LLCs which make private debt and equity investments in privately held companies, as well as hedge funds and other publicly traded derivatives-based strate...
	American Depository Receipts (ADRs) – Financial assets issued by U.S. banks that represent indirect ownership of a certain number of equity shares in a foreign firm. ADRs are held on deposit in a bank in the firm’s home country.
	Balanced Fund – An investment strategy which is a combination of equities and bonds.
	Basis Point – 1/100th of 1%.
	Benchmark Portfolio – A portfolio against which the investment performance of an investment manager can be compared for the purpose of determining the value-added of the manager. A benchmark portfolio must be of the same style as the manager, and in p...
	Best Execution – This is formally defined as the difference between the strike price (the price at which a security is actually bought or sold) and the “fair market price,” which involves calculating opportunity costs by examining the security price i...
	Boardroom Risk – The risk that Trustees will not ride out short term volatility (and therefore wind up altering a sound long-term strategy) due to pressure put on them in their role as Trustees.
	Bottom-up Analysis – An approach to valuing securities which first involves analyzing individual companies, then the industry, and finally the economy and overall capital market.
	Capital Asset Pricing Model (CAPM) – An equilibrium model of asset pricing which states that the expected return of a security increases as the security’s sensitivity to the market (i.e. beta) increases. That is, as the expected return of a security o...
	Capitalization-weighted Market Index – A method of calculating a market index where the return of a security (or group of securities) is weighted by the market value of the security (or group of securities) relative to total value of all securities.
	Cash Sweep Accounts – A money market fund into which all new contributions, stock dividend income and bond interest income is placed (“swept”) for a certain period of time. At regular intervals, or when rebalancing is necessary, this cash is invested ...
	CFA Institute – The CFA Institute is the umbrella organization for the two large investment management advisers' groups, the Institute of Chartered Financial Analysts and the Financial Analysts Federation. This organization administers the annual exam...
	Commingled Fund – An investment fund which is similar to a mutual fund in that investors purchase and redeem units that represent ownership in a pool of securities.
	Commission Recapture – An agreement by which a plan sponsor earns credits based upon the amount of brokerage commissions paid. These credits can be used for services which will benefit the plan, such as consulting services, custodial fees, or hardware...
	Convertible Bond – A bond which may, at the holder’s option, be exchanged for common stock.
	Core Bond – A fixed income investment strategy which constructs portfolios to approximate the investment results of the BC Government/Corporate Bond Index with a modest amount of variability in duration around the index. The objective is to achieve va...
	Core Equity – An investment strategy where the portfolio’s characteristics are similar to that of the S&P 500 Index, with the objective of adding value over and above the index, typically from sector or issue selection.
	Correlation Coefficient – A statistical measure similar to covariance, in that it measures the mutual variation between two variables. The correlation coefficient is bounded by the values -1 and +1.
	Covariance – A statistical measure of the mutual variation between two variables.
	Current Yield – The annual dollar amount of coupon payments made by a bond divided by the bond’s current market price.
	Defensive – A fixed income investment strategy where the objective is to minimize interest rate risk by investing only in short to intermediate term securities. The average portfolio maturity is typically two to five years.
	Derivative – A financial derivative is a security which derives its value from a more fundamental financial security such as a stock or bond. For example, the value of a stock option depends upon the value from the underlying stock. Because the stock ...
	Dividend Yield – The current annualized dividend paid on a share of common stock, expressed as a percentage of the stock’s current market price.
	Duration – A measure of the average maturity of the stream of interest payments of a bond. The value of a given bond is more sensitive to interest rate changes as duration increases, i.e. longer duration bonds have greater interest rate volatility tha...
	Dollar-weighted Measurement – In calculating summary statistics, a process by which performance measures are weighted by the dollar amounts of assets in each time period.
	Earnings Per Share – A firm’s reported earnings divided by the number of its common shares outstanding.
	Economically-targeted Investment – Investments where the goal is to target a certain economic activity, sector or area in order to produce corollary benefits in addition to the main objective of earning a competitive risk-adjusted rate of return.
	Efficient Market – A theory which claims that a security’s market price equals its true investment value at all times since all information is fully and immediately reflected in the market price.
	Efficient Portfolio – A portfolio which offers maximum expected return for a given level of risk or minimum risk for a given level of expected return.
	ERISA – The Employee Retirement Security Act, signed into law in September 1974. ERISA established a strict set of fiduciary responsibilities for corporate pension funds, and some states have adopted the ERISA provisions for public plans. It is recomm...
	Exculpatory – A clause or set of regulations, for example the “safe harbor rules”, which generally frees Trustees from responsibility and liability.
	Extended Maturity – A fixed income investment strategy where average portfolio maturity is greater than that of the Barclays Capital Government/Corporate Bond Index. Variations in bond portfolio characteristics are made to enhance performance results.
	Fiduciary – Indicates the relationship of trust and confidence where one person (the fiduciary) holds or controls property for the benefit of another person. For example, the relationship between a Trustee and the beneficiaries of the trust.
	Funding Risk – The risk that anticipated contributions to the plan will not be made.
	Geometric Returns – A method of calculating returns which links portfolio results on a quarterly or monthly basis. This method is best illustrated by an example, and a comparison to arithmetic returns, which does not utilize a time link. Suppose a $10...
	Global Equity – Managers who invest in both foreign and domestic equity securities but excludes regional and index funds.
	Growth Equity – Managers who invest in companies that are expected to have above average prospects for long-term growth in earnings and profitability.
	High Yield – A fixed income investment strategy where the objective is to obtain high current income by investing in lower rated, higher default-risk fixed-income securities. As a result, security selection focuses on credit risk analysis.
	Index Fund – A passively managed investment in a diversified portfolio of financial assets designed to mimic the performance of a specific market index.
	Interest Rate Risk – The uncertainty in the return on a bond caused by unanticipated changes in its value due to changes in the market interest rate.
	Intermediate – A fixed income investment strategy where the objective is to lower interest rate risk by investing only in intermediate-term securities. The average portfolio maturity is typically five to seven years.
	Liquidity – In general, liquidity refers to the ease by which a financial asset can be converted into cash. Liquidity is often more narrowly defined as the ability to sell an asset quickly without having to make a substantial price concession.
	Liquidity Risk – The risk that there will be insufficient cash to meet the fund’s disbursement and expense requirements.
	Lost Opportunity Risk – The risk that through inappropriate market timing strategies a fund’s portfolio will miss long-run market opportunities.
	Manager Search – The selection of specific managers following the manager structure.
	Manager Structure – The identification of the type(s) of managers to be selected within each broad class of assets.
	Marked to the Market – The daily process of adjusting the value of a portfolio to reflect daily changes in the market prices of the assets held in the portfolio.
	Market Risk – See Systematic Risk.
	Market Timing – A form of active management that shifts funds between strategic classes based on short-term expectations of movements in the capital markets.
	Money Markets – Financial markets in which financial assets with a maturity of less than one year are traded.
	Passive Management – For a given strategic class, the process of buying a diversified portfolio which attempts to duplicate the overall performance of the strategic class (i.e. the relevant market index).
	Performance Attribution – The identification of the sources of returns for a security or portfolio over a particular time period.
	Price-earnings Ratio – A firm’s current stock price divided by its earnings per share.
	Private Placement – The direct sale of a newly issued security to one or a small number of large institutional investors.
	Proxy Voting – A written authorization given by a shareholder to someone else to vote his or her shares at a stockholders annual or special meeting called to elect directors or for some other corporate purpose.
	Purchasing Power Risk – The risk that a portfolio will earn a return less than the rate of inflation, i.e., a negative real return.
	Real Estate Investment Trust (REIT) – An investment fund whose objective is to hold real estate-related assets, either through mortgages, construction and development loans, or equity interests.
	Restatement Third, Trusts (Prudent Investor Rule) – A set of new and more specific standards for the handling of the investment process by fiduciaries. These standards were adopted in 1992 and rely heavily on modern investment theory.
	Return On Equity – The earnings per share of a firm divided by the firm’s book value per share.
	R-squared (R2) – Formally called the coefficient of determination, this measures the overall strength or “explanatory power” of a statistical relationship. In general, a higher R2 means a stronger statistical relationship between the variables which h...
	Sharpe Ratio – This statistic is a commonly used measure of risk-adjusted return. It is calculated by subtracting the "risk-free" return (usually 3 Month Treasury Bill) from the portfolio return and dividing the resulting "excess return" by the portfo...
	(synonym(s):  risk-adjusted return)
	Small Capitalization – Managers who invest in equities of companies with relatively small capitalization. The cut-off point for small capitalization varies from manager to manager, but on average targets firms with capitalization of $200-$600 million.
	Socially-targeted Investment – An investment which is undertaken based upon social, rather than purely financial, guidelines.
	Soft Dollars – The portion of a plan's commissions expense incurred in the buying and selling of securities that is allocated through a directed brokerage arrangement for the purpose of acquiring goods or services for the benefit of the plan. In many ...
	Specific Risk – The part of a security’s total risk which is not related to movements in the market and therefore can be diversified away.
	Standard Deviation (and variance) – A statistical measure of portfolio risk. It reflects the average deviation of the observations from their sample mean. Standard deviation is used as an estimate of risk since it measure how wide the range of returns...
	(synonym(s):  volatility, total risk)
	Strategic Allocation – The process of determining the optimal allocation of a fund’s portfolio among broad strategic classes.  Typically involves rebalancing back to the normal mix at specified time intervals (quarterly) or when established tolerance ...
	Strategic Allocation Risk – The risk that a non-optimal strategic allocation will be undertaken which does not meet the fund’s return and risk targets.
	Systematic Risk – The part of a security’s total risk that is related to movements in the market and therefore cannot be diversified away.
	Tactical Allocation – Closely related to a strategy of market timing, this strategy uses certain indicators to make adjustments in the proportions of a portfolio invested in stocks, bonds, and cash.
	Term-to-maturity – The time remaining until a bond’s maturity date.
	Time-weighted Return – A method of measuring the performance of a portfolio over a particular period of time. It is the cumulative compounded rate of return of the portfolio, calculated on each date that cash flow moves into or out of the portfolio.
	Top-down Analysis – An approach to valuing equities which first looks at the economy and overall capital market, then industries, and finally individual firms.
	Treynor Ratio – The portfolio’s average excess return over a specified period divided by the beta relative to its benchmark over the same time frame. This is used to measure the excess return per unit of systematic risk taken.
	Value Equity – Managers who invest in companies believed to be undervalued or possessing lower than average price/earnings ratios, based on their potential for capital appreciation.



